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AN INVESTMENT STRATEGY FOR ECONOMIC RECOVERY

Overview

In December 2001, Ambassador Felix Rohatyn, California State Treasurer Philip Angelides and New
York Comptroller H. Carl McCall convened a meeting of state and local investment officials and pension
fund managers – involved in managing portfolios with more than $750 billion in assets – to discuss
potential approaches to respond to our nation’s economic challenges.

An Investment Strategy for Economic Recovery* is the result of that initial meeting and the discussions
that have ensued – with the investment community, economists, and many others – over the past two
months.  The proposals contained in that document – to bolster the financing of critical infrastructure and
economic development projects and to stabilize state and local capital and operating budgets – aim to
boost economic recovery today and to strengthen our economy for the future.

While opinions differ as to the likely length and depth of the current economic turmoil, there is
considerable risk that the recession may be more severe and protracted than some are predicting.  The
nation’s economic uncertainty argues for prudent measures which will help stabilize the economy today
and contribute to future economic strength.  In the case of terrorist threats, the nation has wisely adopted
an approach to plan to prevent the worst damage that may occur.  The same approach must be embraced
on the economic front at a time when a failing economy will, in itself, be considered as a sign of national
weakness.

An Investment Strategy for Economic Recovery

The three proposals contained in the report are:

1. New capital investment to meet the nation’s critical infrastructure and economic development
needs.  This proposal calls for $10 billion annually, for the next five years, in federal credit support to
finance $250 billion in infrastructure and economic development projects and to bring sound pension
fund investments into this sector.  Additionally, the proposal would accelerate critical infrastructure
projects through pledges of future planned federal expenditures.

2. Increased financing for private sector projects of public benefit such as affordable housing and
pollution clean-up.  This proposal would temporarily increase, by $5 billion annually over the next
three years, the amount of tax-exempt bonds which state and local governments can issue for private
sector projects which bolster community economic development efforts.
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3. Temporary and immediate fiscal assistance to states and localities to stabilize capital and
operating budgets.  This proposal would enact a one-year, $100 billion program of federal revenue
sharing to counter the potentially damaging impacts on the economy of the budget crisis now facing
states and localities across the country.  This proposal would maintain funding for needed capital
projects and essential services such as education, health care and public safety.

Infrastructure and Economic Opportunity

� Investments in infrastructure and economic development are sorely needed to sustain the nation’s
future economic prospects and can provide near term benefits, particularly if the recovery is weak.
Studies have shown that every $1 in investment in public works creates $2.50 in economic activity,
and every $1 billion in transportation improvements creates 42,000 jobs.

� In every state, there are billions of dollars in critical, but unmet infrastructure needs.  New schools
must be built and existing schools need to be repaired and wired for the high-tech age.  Transit
networks, roads and bridges need to be improved and water systems need to be modernized and made
secure against terrorists.  In addition, communities throughout the nation face other significant
economic development challenges.  For example, the lack of affordable housing threatens to constrain
business expansion in many regions.  As another example, thousands of contaminated properties in
urban neighborhoods stand in the way of community revitalization efforts.

� A program of federal financial support can expand investment in needed infrastructure and economic
development projects and bring new sources of capital – such as public pension funds with their
approximately $2 trillion in assets – to this critical challenge.

A State and Local Budget Crisis Threatens Economic Recovery

� Preliminary estimates already show budget gaps of $50 billion at the state level and a demand for $5
billion in increased spending on homeland security.  When local governments are added, the total state
and local budget shortfall could easily reach $75 - $100 billion, the size of the recently debated federal
stimulus package.

� This budget crisis will lead to cuts in important capital projects at a time when infrastructure
investment is most needed.  It will precipitate spending reductions, in the midst of an already
weakened economy, in education, a key to the nation’s economic vitality, and in essential services
such as health care and public safety at the very time that the demand for those services is on the rise.
These cuts are a land mine squarely in the path of economic recovery.

� Critical infrastructure investment and essential spending can be stabilized, to the benefit of the
national economy, by an urgent program of temporary federal assistance to state and local capital and
operating budgets.

* A copy of the full report is available online at www.treasurer.ca.gov.


